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Other countries also have petroleum stockpile programs.    These
programs generally involve industry participation as well as
government owned storage capacity.    In terms of government stock-
piles, West Germany has reportedly stored 40 million barrels of
crude oil in caverns, and Japan has 33 million barrels of oil
stored in idle tankers.    In the private sector, West Germany holds
approximately 100 million barrels of oil above and beyond normal
inventory.   The figure for Japan's private sector is about 250
million barrels above normal inventory.

III.   ANALVSIS

Analysis of the Strategic Petroleum Reserve (SPR) supports three
broad policy conclusions.   First, under a wide range of assumptions
about future U.S. and world oil markets, an active SPR program will
substantially reduce the expected losses to the U.S. of future
disruptions in the world oil market.   Second, an active SPR program
in which the stockpile is built up rapidly and in which there is a
willingness to use the SPR in both minor and major disruptions
yields greater benefits than a static reserve which holds a stable
supply for use only during a major supply crisis.    Third, since the
operation of the international oil market spreads the benefits of
.the U.S. SPR to all oil.importing countries, there are large net
benefits to the U.S. and others from coordinating the petroleum
reserve programs of all major oil importing countries.

A.   THE ECONOMIC BENEFITS OF AN SPR PROGRAM

Conservation and alternative sources of energy can clearly reduce
our dependence on foreign oil, thereby lowering the losses to the
U.S. resulting from disruptions in world oil supplies.    However, as
long as we continue to import significant quantities of oil, an SPR
is the best means of mitigating the losses attributable to supply
disruptions.    When released to consumers, the oil from the SPR will
exert downward pressure on world oil prices.    The magnitude of this
downward pressure depends on the amount of oil released, which in
turn depends on the quantity of crude oil in the SPR at the time of
the disruption, the severity of the disruption, and expectations
about the likelihood of future disruptions.    Since disruptions in
the world oil market exert upward pressure on oil prices and
thereby impose large economic losses on the U.S. economy, SPR
releases during disruptions can provide large economic benefits to
the U.S.   Of course, the SPR program also incurs costs.    These are
the cost of building oil storage facilities, the capital (op-
portunity) cost of holding oil between periods of disruption,
and the world oil price increases (if any) attributable to the
acquisition of oil for the SPR.
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